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Second—-Quarter Indicators
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Chart 2

Monetary and Fiscal Outlook

® Federal funds rate assumed to remain at 6 percent into early 1996.
Rate then declines somewhat, given lower inflation and effects of
fiscal restraint on the “natural” rate of interest.

e Bond yields rise appreciably by the end of this year and reverse only
a portion of that back-up during 1996.

® Lenders become more cautious—but only mitdly so.

e Dollar little changed through 1996.

Federal Deficit Reduction—Annual Increments

Billions of Dollars of Deficit Reduction

FY 1996 FY 1997
Budget resolution (before tax cuts) 40 40

President’s plan (CBO reestimate) 18 (14) 6 (4)
Greenbook assumptions 30 25
Purchases 8 6
Transfers, grants, subsidies 25 24
Taxes —4 -8
Interest payments 1 3
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Chart 3

Forecast Summary
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Q4/Q4 Percent Change
GDP  Final
Sales
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94 41 34
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Q4 Average
Unemp. C.U.
1993 6.5 81.4
84 586 84.5
95 6.0 81.9
9% 6.1 81.1

Q4/Q4 Percent Change

CPI CPIX
1983 27 3.1
94 26 2.8
95 3.0 3.2
86 29 29




Chart 4

Outlook for Economic Activity
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Chart 5

Credit Availabllity
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Chanté

Credit Availability

Market Spreads on Business Debt
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Chart7
Stock Market

S&P 500 Price Index
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Chart 8
Real Interest Rates and Alternative Fiscal Scenarios

Real Federal Funds and Ten-year Treasury Rates
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*Real federal funds rate is the nominal rate on federal funds less thechange in the CP! over the previous four quarters.
**Real ten—year Treasury rate is the nominal rate on ten—-year notes less the average annual change in the CP! over the
previous five years.
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Chart 9

inventories, Production, and Sales

Domestic Autos and Light Trucks
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Chart t0

Consumer Spending
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Chart 11

Business Equipment

Producers’ Durable Equipment, Cyclical Comparison*
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Chart 12
Inflation
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The Dollar and the Interest Differential
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Chart 13

Dollar Exchange Rates
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Chart 14

Interest Rates

Three—Month Interest Rates
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* Muttilateral trade—weighted average for foreign G—10 countries.

Three—month
Level Change
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Gemany 4.50 -0.79
Japan 117 -1.17
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Real GDP: 1J.5. and Foreign
Percent change, saar
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Foreign Outlook

1984 1995 1996

Foreign Real GDP*
Percent change, Q4 to Q4

e sy

Asia

Industnal Countries o -

T

1 1 I 1
1894 1995 1996
* U.S. nonagricuttural export weights.

Foreign Growth

Percent Change, saar

1995 1895 1996
Japan 0.6 1.8 2.0
Canada 0.1 24 2.6
Eurcpean G-7 25 3.0 2.9
Mexico -9.5 2.0 38
Asian LDCs 7.2 7.0 6.7

U.S. Trade Balance with Mexico*
Billions of dollars, Q4, ar

December 1994 Forecast

Merchandise
Balance
= (Monthly}) —e =
y
Current Forecast
1 ] i 1
1994 1995 1996

* Goods and services, excluding oil.

10

1o+ o

N

15

O+

[4)]

15



Chart 16

Europe and Canada
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Real GDP: Japan and Asianh LDCs
Percent change, saar
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Chart 18

ECONOMIC PROJECTIONS FOR 1995

FOMC

Central
Range Tendency Staff

Percent change, Q4 to Q4

Nominal GDP 3%, to5 41, to 43/, 4.1
previous estimate 43/, to 6/, 5tc 6 4.8
Real GDP 1/, to 3 11/,t0 2 1.7
previous estimate 2to 3V, 2103 2.2
CPI 3to 315 3to 31/, 3.0
previous estimate 234 1o 33, 3to 35 2.9

Average level, Q4, percent———

Unemployment rate 51, to 61/, 53/, t0 6 6.0
previous estimate 514 t0 6 About 5/ 5.4

ECONOMIC PROJECTIONS FOR 1996

FOMC

Central
Range Tendency Staft

Percent change, Q4 to Q4

Nominal GDP 41, to 6 43/, t0 5/, 4.5
Real GDP 2to 3/, 21/4t0 2%/, 22
CPI 21/, to 81/5 23/4 to 31/, 2.9

Average level, Q4, percent

Unemployment rate 51/, to 61/, 53/, to 6 6.1

NOTE: Central tendencies constructed by dropping top and bottom three from distribution, and
rounding to nearest quarter percent.



